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RENT CONTROL 
AND ITS EFFECT ON REAL ESTATE INVESTMENTS 


HILE some type of rent control is undoubtedly necessary to prevent a 
too rapid rise in housing costs during the war, control has been too 


rigid and at too low a level. This has intensified the housing short- 
age, as the shortage for any commodity is always intensified when its price is 
frozen at a low level and its: distribution is not controlled by rationing. 
That the price has been frozen at a low level is shown by many government re- 
ports and studies. The figures of the Bureau of Labor Statistics compiled on 
the cost of living show that urban rents on the average in the United States 
are 14.8 per cent below the 18-year average of 1921 to 1938. This would be 
quite understandable if the ability to pay rent had declined during the war, 
but a similar study of wages shows that wage levels are now 67 per cent above 
this 18-year average. All items of the cost of living, including rent, average 
15.9 per cent above the 18-year average. The prices for which farmers sell 
their products are now 61 per cent above the 18-year average. 


The National Resources Planning Board in June 1941 published a very de- 
tailed analysis of the average patterns of family spending for the years 1935 
and 1936. According to these tables the average family in the United States 
spent 25.3 per cent of its income on housing, including household fuels, re- 
frigeration and household operation. This classification, however, did not 
include any items of household furnishings. A similar study was made by the 
Bureau of Labor Statistics which appeared in the Monthly Labor Review of Oc- 
tober 1942. This showed that for the twelve months of 1941 the percentage 
spent for housing, fuel, etc., and household operation had declined to 22.4 
per cent. On March 1, 1943, the Division of Research of the Office of Price 
Administration brought these former studies through 1942 and showed a per- 
centage spent on housing and household operations of 15.0 per cent. These 
tables show that in spite of the tendency to “move up" in the scale of living 
when the income of the family increases, a smaller and smaller percentage of 
the family income has gone for housing expense. 





The charts on pages 332 to 335 show rent levels for 32 cities expressed 
in terms of the purchasing power for commodities and services. These charts 
would indicate that in St. Louis, for instance, the purchasing power of rents 
at the present time is only 64 per cent of the 18-year average. This is the 
lowest percentage of any of the cities on which figures are available; how- 
ever, rents in the highest city are 82.2 per cent of the 18-year average in 
purchasing power. In other words, these rents will purchase 17.8 per cent 
less in commodities and services than they would in the 18-year base period. 
The average purchasing power of rents in all cities is now 73.6 per cent of 

(continued on page 331) 
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(continued from page 327) 
the 18-year average, which means that rents on the average will buy 26.4 per 
cent less in commodities and services than they did during the base period. 


It should also be noticed that this base period includes all of the years 
of the biggest depression we have ever had in the United States, as well as 
most of the years of the preceding prosperous period of the twenties. An 18- 
year period was selected because the real estate cycle over the entire history 
of the United States has averaged slightly more than 18 years and the most 
representative base for any series is one complete cycle, including the good 
and the bad. The widow who owns a house that she rents in Richmond, Virginia, 
finds that the purchasing power for goods and services of her gross rent is 
15.6 per cent below the 18-year average, while the worker finds that the pur- 
chasing power of his wages is 42.5 per cent above the 18-year average. The 
comparison is even worse than this as the cost of operation and repairs on the 
house has increased during the recent past, reducing the purchasing power of 
the net rental by an even greater percentage than the gross. 


What can be done about this situation from the standpoint of the owner 
of real estate? 


First, let us realize that his case is an unpopular one, that there are 
far more tenants than there are owners, and that tenants have become accus- 
tomed to low rents during the depression and will now oppose in every way that 





they can any increase in their housing cost. It has been pointed out before 
in our reports that Good Shelter for Everyone, published by the Department of 
Research and Education of the CIO, has stated regarding rent control: "The 


rent control program of the federal government, which has been the most effec- 
tive part of the entire price-stabilization program, must be continued and 
defended against attack. Inasmuch as the outlook for the immediate post-war 
period is one of continued scarcity and high demand, it is essential that 
rent control policies be continued into the post-war § years. It is probable 
that rent control should be made a permanent feature of the economy." 


This statement probably represents the average tenant attitude toward 
rent control and few politicians would be willing to undertake any modifica- 
tion at the present time which would result in higher rents for a large major- 
ity of their constituents. Certainly if this is true now in a period of high 
wage incomes, it will be true during the early reconversion period when 
some unemployment will reappear and when overtime rates will disappear. 


This should not deter, however, the owners of real estate who have a just 
claim of adverse discrimination in the entire price picture, from constantly 
presenting their claims both to their local rent administrator and to their 
Congressman. Only by constantly attracting attention to this inequity can 
they hope to secure a partial readjustment. 


Second, we think that the big fight on the whole rent control issue 
should come on the question of decontrol in the reconversion period. In each 
community rent control should be eliminated as soon as reconversion starts in 
that community, with the attendant drop in demand for housing accommodations. 

|If decontrol takes place at this time, it will not be followed immediately by 

an increase in rents and Congress will not be deluged with complaints. As re- 
conversion is completed and full prosperity again returns, rents will rise 
(continued on page 341) 
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PERCENTAGE 


REAL ESTATE ACTIV i 9 HE charts on this spread show the re- 


sults of the semi-annual surveys of 

the real estate market made by the 
National Association of Real Estate 
Boards during the past 21 years. Replies 
were received from 377 cities. 
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The charts on these pages’ show in 
blue the percentage of cities reporting 
improved conditions in comparison with a 
year ago and in red the percentage of 
cities reporting conditions worse than a 
year ago. The percentage of cities in 
which conditions are estimated to be just 
equal to those prevailing a year ago for any item can be derived by adding the increases 
and decreases together and subtracting from 100. The figures in the squares are the cur- 
rent figures for war industry areas only. The figures in the circles on the charts are 
for rent control cities only. At the present time it will be seen from the first chart 
that real estate activity, in spite of the war and rent control, is greater than a year 
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+100 ago. Only 7 per cent of the cities re- 
eae REAL ESTATE SELLING, PRICES ported real estate activity less than a 

year ago. There was relatively little 
7 ee cose mere eee difference between war industry cities, 
+ 40 PERIOD OF A YEAR AGO rent control cities and the general aver- 


age for the United States, with activity 
slightly higher in nonwar industry cities 
than in war industry and rent control 
cities. 


+ 20 
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- 40 
- The second chart shows that’ the 
selling prices of real estate are above 
the level of a year ago in 84 per cent of 
all cities, and are below the level of a 
year ago in only 1 per. cent of all cities, 15 per cent of all cities reporting no change 
| in selling prices in comparison with a year ago.Here,too, it made little difference as to 
whether the city was a war industry city or a rent control city, as the figures in rent 
control and war industry areas were almost identical with the national average. It seems 
that the improvement in urban real estate conditions has filtered through to practically 
all parts of the United States. There 
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a RELATIVE SUPPLY OF CAPITAL &L se was a slight difference, however, by siz- 

| 97% es of. cities. No city of less than 500,- 
+ 000 population reported a drop in selling 
+ 1% prices, and only 12 per cent of these 
+ 


cities reported no increase in comparison 
with a year ago. 


There is practically no difficulty 
in financing real estate at the present 
time. The chart in the lower corner of 
this page shows that in 96 per cent of 
all cities capital was seeking loans, in 
“7 a 35 aa ‘as 2 per cent of the cities an equilibrium 
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 re- R.E. MORTGAGE INTEREST RATES was reported, and in only 2 per cent were 
s of ‘o loans seeking capital. In every city of 
' the + 60/- from 100,000 to 500,000 population, the 
tate s a1! | 2%) report was that capital was seeking 
lies is loans. A very few cities only of less 
2%\| than 100,000 population accounted for all. 
0 others in which loans were seeking capi- 
w in - 20 tal. The percentage of cities reporting 
‘ting op ee ee capital seeking loans is the largest per- 
th a 2: oe oe a ee ‘| centage ever recorded. 
ee, He os Edy IT é 
an a - 80 The chart above shows that interest 
2s in -~100 rates are still reported to be falling in 
just — on ” = ” ‘45 30 per cent of the cities, and rising in 
aAses only 2 per cent. 68 per cent of the cities reported no change. Again there is very lit- 
cur- tle difference in the mortgage interest rate picture in the entire United States and in 
3 are rent control and war industry areas. There is some difference, however, in various sized 
shart cities. In cities with more than half a million population, 92 per cent reported no 
year change in interest rates and only 8 per cent reported a drop. This compares with cities 
3 re- +100 of from 200,000 to 500,000 where 42 per 
1an a <a SUBDIVISION ACTIVITY cent reported falling rates and 58 per 
ttle °%o OF CITIES SHOWING INCRE ASE cent reported no change. 
ties, + 60/7 IN COMPARISON WITH SAME 
aver- + 40 ta ate. Subdivision activity is increasing, 
ivity + 20 as 44 per cent of the cities reported it 
ities as more active than a year ago, and only 
atrol ° 9 per cent of the cities reported it as 
- 20 less active. The most active areas have 
-~40 been those which have been growing most 
<a rapidly - that is, the Southeast, the 
the | ——- ee ee ee WITH Southwest and the West Coast. However, 
above - 60 SAME PERIO! 4 YEAR | AGO even New England reported increased ac- 
nt of -1og 1 as <5 or bal aa tivity in 38 per cent of the cities. 
of a 
ange Only 8 cities in the 377 reporting claimed to have an over-supply of single-family 
oO dwellings, while 358 reported a shortage. Eleven reported the situation in balance. Again 
7 there was practically no difference in rent control areas and in war industry areas,as in 
pn each classification 95 per cent of the cities reported a shortage. 
cally 
There = +100 7 There was a slight difference by 
siz- +8 SUPPLY OF I-FAMILY HOUSES areas. In New England and the Northwest 
500, - «wal every city reported a shortage. The 
lling CONTROL CITIES largest percentage of cities not report- 
these oo ing a shortage were in the Central Atlan- 
rison + 20 1% K2% tic Area and the North Central Area, but 
0 ,_.even in these areas 91 per cent of the 
cities reported an insufficient number of 
culty a single-family residences. Every city of 
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er of -~ 60 age, andthe intensity of the shortage 
nt of apparently decreased as the size of the 
s, in Na city decreased. 
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SUPPLY OF APARTMENTS — The apartment situation in the Unit- 
- ed States seems to be slightly better i@ 
some cities than it was a year ago. In 
the last semi-annual report, only 1 per 
cent of the cities of the United States 
showed an over-supply of apartment space 
and 83 per cent of the cities showed a 
shortage. In the present survey only 74 
per cent show a shortage and 3 per cent 
‘show an over-supply. In the last survey 
only 16 per cent showed a normal rela- 
tionship of supply and demand, while at 
the present time 23 per cent show a nor- 
mal relationship. There has been rela- 
tively little change, however, over the last survey in rent control and war industry cit- 
ies. When the figures are studied by areas it is found that a smaller percentage of cit- 
ies in practically every area report a shortage of apartment space. A study by sizes of 
cities shows that the shortage is most acute in cities of over 200,000 population. None 
of these cities had an over-supply, and 94 per cent reported a shortage. 
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SUPPLY OF BUSINESS PROPERTY 
19% 
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In spite of the shortage of mer- 
chandise, retail business space is more 
in demand than it was a year ago. At 
that time 54 per cent of all cities in 
the United States reported an over-supply, 
of retail space. This has now shrunk  } 
2l per cent of the cities. At that time 
3 per cent reported a shortage of retail 
space; at the present time 26 per cent of 
the cities report such a shortage. There 
is relatively little difference in the 
retail space situation in rent control 

‘25 ‘30 ‘35 ‘40 ‘45 areas, war industry areas and other areas 
but there does seem to be a decided difference by size of city. Cities with more than 
half a million population in the great majority of cases have an over-supply of retail 
space still available. 31 per cent of these cities reported such an over-supply and only 
6 per cent reported a shortage.On the other hand cities of from 200,000 to 500,000 popula . 
tion reported a shortage in 47 per cent of the cases, and an over-supply in only 6 per 
cent of the cases. 





00 
‘ COMMERCIAL RENTS-CENTRAL 
°fo OF CITIES SHOWING INCREASE ENT CON CITI With the increased occupancy has 
ear a teas aco. come an increase in rentals. This in- 
crease is also partially due to the fact 
that a higher price level has increased 
the yield on percentage leases. The 
chart at the bottom of the page shows the 
experience on rents of business proper- 
ties in the central business district. A 
year ago only 8 per cent of the cities 
reported higher rents in this classifica 
tion, with 21 per cent reporting lower 
rents. Now 35 per cent report higher 
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+100 than a year ago. In studying 
OFFICE RENTS-OUTLYING cities by size it is found that 
+80 
as arule the larger the city 
+ 60F e% OF CITIES SHOWING INCREASE IN COMPARISON |\2% the greater the percentage of 
$40| _W/7H_SAME PERIOD OF A YEAR inanenne. 
+20 \4 
Office rents in subcenters 
. have also advanced during the 
- 20 past year but not as markedly as 
-~ 40 those in the central district. 
. 12 per cent of the cities re- 
™ penny a a ported office rents in subcen- 
COMPAR! 
_— Gaile PERIOD OF A YEAR AGO ters higher than a year ago, 86 
-100 ) per cent reported them the same. 
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rents and only 1 per cent of the 


% OF CITIES SHOWING INCREASE IN COMPARISON cities report lower rents. 
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If the cities are classi- 
fied by size, no city of over 
25,000 population reported rents 
lower than a year ago. The 
largest percentage of cities 
showing an increase had more 
than half a million population. 
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Yo OF CITIES SHOWING 
DECREASE /N COMPARISON WITH 
SAME PERIOD OF A YEAR AGO 


The chart to the left shows 
the percentage of cities with 
decreases in commercial rents in 
outlying areas in comparison with the same period of a year ago. In only 5 per 
cent of all cities did business property yield lower rents than it did a year 
ago. Tn 23 per cent of the cities the rents were higher and in 72 per cent 
there was no change. If these figures are studied by districts, it is found 
that there was not a single city in the South Central, Northwest, Southwest, or 

Pacific Area in which suocenter 
OFFICE RENTS-CENTRAL 


rents were below a year ago. In 


%o OF CITIES SHOWING INCREASE IN COMPARI. cities of more than 500,000, 53 
WITH SAME PERIOD OF A YEAR A 


per cent showed subcenter rents 
above a year ago,with only 7 per 
cent below a year ago. In cities 
of from 200,000 to 500,000 popu- 
lation 34 per cent showed these 
rents above a year ago, 66 per 
cent no change, and inno city 
in this classification were 
Yo OF CITIES SHOWING rents lower than a year ago. 


DECREASE /N COMPARISON WITH 
SAME PERIOD OF A YEAR AGO 


Office building rents in 
the central business district were higher than a year ago in 20 per cent of the 
cities and were the same in 80 per cent. In residential rent control areas 23 
per cent of the cities showed higher rents and in war industry areas 24 per cent 
showed higher rents. In analyzing these figures by districts it is found that 
not a single city in New England reported central business district rents higher 
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RENT CONTROL AND ITS EFFECT ON REAL ESTATE INVESTMENTS 
(continued from page 331) 
naturally to the level where they will provide an incentive for new building. 
We have often said in our reports that the best cure for high rents is high 
rents, as high rents will always bring about a volume of new building which 
will take the edge off the shortage and cause rents to stabilize or drop as 
the case may be. If rents are not allowed to rise in the post-war period, 
very little building can be done under private initiative, as building costs, 


and for that matter all other prices and wages, will be out of adjustment with 
the return on real estate. 





The rent control administration in Washington apparently believes that 
areas should be decontrolled as soon as possible, but this is roughly defined 
as such time when residential vacancies return to their 1939 level and rents 
drop to that level. 


In our opinion residential vacancy will not rise to that level in most 
metropolitan cities of the United States during the reconversion period, and 
we will be quite surprised if rents drop to the 1939 level. Rents are now so 
far below the level which is justified by construction costs, interest rates, 
and maintenance costs that there is little likelihood of their dropping unless 
a very large vacancy should develop. This seems improbable due to the almost 
complete absence of building during the war period. 
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DWELLING UNITS CONSTRUCTED IN 48 STATES 


HE number of new family accommodations built in all nonfarm communities of 

the 48 states and the District of Columbia is shown in the table below. 

Cumulative totals and twelve month moving totals are shown in blue for 
1942 and 1944 and in red for 1941 and 1943. 


THOUSANDS OF UNITS 


12 MONTH 
MONT HLY CUMULATIVE MOVING TOTAL 


1942 i942 1942 1944 


JANUARY 41 34.5 34.5 708.5 322.6 
FEBRUARY 43./ $1.3 85.8 624 716.1 +d 296.6 
MARCH 60.2 52.7 138.5 708.6 281.5 
APRIL ID. 59.7 198.2 - \ 693.1 268.5 
MAY 60.6 200.5 B.S : 683.0 é 2a. 
JUNE file 46.3 305.1 ‘ 697.9 652.1 247.8 
JULY 746 26.7 331 8 4.4 P15.0 604.2 esls2 
AUGUST 69 21-5 359 3 561.9 221.6 
SEPTEMBER ¢ 40.4 399.7 6 } 5935.3 207.8 
OCTOBER 06.4 one 431.9 atts dE 191.0 
NOVEMBER 6. 30.4 4623 30.9 } 495.1 \ 177.6 
DECEMBER 32 34.3 496.6 S 496.6 


WHOLESALE BUILDING MATERIAL PRICES 
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The most significant change from the standpoint of 

CONSTRUCTION COSTS post-war real estate values is the continuing rise 

in construction costs. The standard six-room 

frame house on which the cost is recomputed, item by item, each month and on 
which figures are available in St. Louis from 1913 to the present, now costs 
$8,064 to build. This compares with $7,581 in December of a year ago, or an 
increase during the past twelve months of 6.4 per cent. When the war started 
in Europe in 1939 it cost $5,923 to build this house. The increase from that 
time to the present is $2,141, or 36 per cent. In 1932 at the bottom of the 
depression this house could be bvilt for $4,48c. It now costs $3,584 more, or 


ry 


OO per cent more than it did at that time. 


In our opinion construction costs will remain high in the post-war pe- 
@ riod, and if this is the case existing buildings will eventually increase by 
3 a larger percentage than they have in most communities in order to bring the 
values of existing buildings into the proper relationship with the new build- 
ings which must be built to take care of the demand. 


During the year ending November 1944, 8.4 dwelling 

RESIDENTIAL BUILDING units were built per 1,000 families in all nonfarm 

areas of the United States. This figure has been 

dropping to a lower level each month, and is now at the lowest point which it 

has reached since early 1935. This figure will probably sink further during 

the next four or five months, and there is no chance of a sudden rise until 

the war in Europe has reached a satisfactory conclusion. Even then, the in- 

crease in new building will be slow during the initial period. The number of 

thousands of new dwelling units built in November of each of the last six 
years in all nonfarm areas of the United States is shown in the table below: 


1939 - 42.5 1942 - 30.4 
1940 - 44,9 1943 - 25.8 
1941 - 46.6 1944 - 12.4 


The very tight housing situation in practically 

REAL ESTATE ACTIVITY all cities of the United States has intensified 

the demand for real estate in spite of the limita- 

tions on sales and the restrictions of rent control. Many persons, finding it 
“4 = impossible to rent the type of unit they desire, are purchasing homes in place 
renting. This tendency has been accentuated by the rising prices of resi- 

dential real estate. The public always buys on a rising market. The prelimi- 
nary figure for real estate activity in the principal urban areas of the 
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REAL ESTATE AND MORTGAGE ACTIVITY 
PERCENTAGE ABOVE OR BELOW NORMAL 


BUSINESS ACTIVITY 
PERCENTAGE ABOVE OR BELOW NORMAL 
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United States for November was 47.2 per cent above the long-term computed nor- 
mal. The final figure for October was 47.3 per cent above. It is quite prob- 
able that real estate activity will continue to increase during 1945 and that 
this percentage above normal will be exceeded many times. 1945 should prove 
to be a good year for real estate brokers. 


Real estate mortgage activity fell off slightly 


REAL ESTATE MORTGAGES during November, but it is still very much higher 
than it was in 1942 or 1943. This is due to the 
refinancing of existing properties rather than to new loans. In the past 


there has been a remarkable correspondence between the number of new mortgage 
loans made and the number of new family dwelling units built, but during 1943 
and 1944 we have experienced declining construction volume with increasing 
mortgage activity. This will probably continue during 1945. 


The national figure on foreclosures is. still at 

FORECLOSURES infinitesimal levels, although a number of bad 

spots have developed in the United States. As long 

as these remain the exception rather than the rule, the national rate will re- 
main low. 


No change is anticipated in the rent level during 

RESIDENTIAL RENTS 1945. There has been no change in more than two 

years. Rent control will not be modified in our 

opinion during 1945. We think that every owner of real estate, however, 

should start bringing all the pressure possible on his Congressman and on the 

rent control administrator to have his community "decontrolled" as soon as the 

reconversion slump brings some vacancies to the community. Unless decontrol 

takes place at this time, it will be quite difficult to end the period of con- 
trol. 


The lengthening of the war in Europe may extend 

FARM PRICES the period of farm activity through 1945 and if it 

does, farms will increase further in price. In 

the relatively near future, however, farms will increase in dollar value by 

a smaller percentage than the general price level will rise, assuming that we 

get an inflationary rise in general prices. Should the price level remain 
fairly constant in the post-war period, the dollar values of farms will fall. 


General business is continuing at a very high lev- 

BUSINESS ACTIVITY el but below the peaks of a year ago. Due to the 

very large government payments resulting from the 

continuation of the war in Europe, general business will remain very active 

during 1945 and additional pressure will develop against practically all of 

the wage and price controls. Merchandise will be scarce, as reconversion will 
not be resumed as soon as had previously been anticipated. 


The market has’ shown considerable signs of 
STOCK MARKET strength during the last week in the face of dis- 


couraging news. It seems’ to us that the tremen- 
dous amount of money available for investments in the United States will pre- 
vent any great reaction in the market and will constantly exert pressure to- 


ward higher stock prices. 
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THE TIME OF USE 


In an article published in 1943, the Secretary of 
APPRAISAL OF COAL RESERVES the Interior of the United States estimated the 

wealth of the United States and arrived at a value 
40 times the value estimated by any former reliable source. He reached the 
startling conclusion that five-sixths of the total wealth of the United States 
consisted of coal deposits with an estimated value of about 10 trillion dol- 
lars. After an investigation and a quite liberal estimate, our conclusion was 
reached that the coal reserves of the United States could not be worth more 


than 5 billion dollars at the present time. (See the July 1943 "As I See It" 
Bulletin. ) 


The fantastic difference between these two estimates (2000 to 1) would 
necessitate serious consideration were it not for the fact that Mr. Ickes 
placed a value on the coal in the ground at an amount greater than the average 
price of coal f.o.b. cars at the mines at this time. To omit from his calcu- 
lations the cost of royalties paid to land owners by operating companies, and 
the entire cost and profits of extracting the coal from the ground and loading 
it on cars, is hard to account for on the grounds of mistaken opinion. The 
average high school student knows better. 


Such a ridiculous estimate which has the earmarks of political propaganda 
to mislead an unthinking public by deception and misrepresentation would be 
dismissed without further comment were not certain concepts of value and ap- 
praisal principles involved which should be of interest to those who are con- 
cerned in the values of real properties. 


The immense reserves of coal in the United States and Alaska amounting to 
4100 billion tons according to Mr. Ickes, who should have access to geological 
surveys, have been accepted as correct. This large reserve of coal is of in- 
terest only in the satisfaction of knowing that the United States has the re- 
serves or capacity to continue to use coal at the present rate of consumption 
of coal for about 5000 years in the future. The rough estimate made in the 
July 1943 "As I See It" Bulletin was by the income approach, capitalizing as a 
perpetuity the net income to the land which was based upon a 10¢ (range 5¢ to 
10¢) per ton royalty on the actual and expected tonnage produced annually. 
The billion ton consumption used has never been previously attained in the U- 
nited States. A low capitalization rate of 2% and the maximum royalty of 10¢ 
per ton were used merely for purposes of making an extremely liberal apprais- 
al. Perhaps a royalty of 74¢ per ton and a capitalization rate of 3% would be 
more in line, giving a total value of only 24 billion dollars. 


One of the pitfalls which confront the appraiser is the time of use. It 
93 











is evident that if the entire coal reserve were used now the value of the en- 
tire reserve would be 308 billion dollars (4100 billion @ 73¢). The royalty 
applies, however, only as coal is extracted this year, a hundred or four thou- 
sand years from now. All reserves, whether they consist of mineral deposits, 
land or other commodities, whose probable use will be deferred to the distant 
future, cannot be appraised at the price a part of the reserve sells for to- 
day. 


This principle is constantly used by the appraiser 

ACTUAL AND POTENTIAL USE in discounting future income to present value. In 

fact, all capitalizing processes are based on this 

principle. However, owners of real estate, land developers, assessors and 

many appraisers fail to consider the amount of reserves available and the rate 

at which they will be actually used, and appraise the entire reserve at prices 
resulting from actual sales of a relatively small part of the reserve. 


The land developer values his entire tract at an amount which represents 
the sum of the expected sale prices of the individual sites less the costs of 
building municipal improvements, grading, etc., sales commission, etc. Often 
the time it will take to dispose of the sites is given little consideration. 
The value of the entire development depends largely upon the time in the fu- 
ture it will take to dispose of the lots. This is not as simple as estimating 
the value of the coal reserves where actual data are available on the annual 
coal consumption, which establishes the rate at which reserves will probably 
be used. The appraiser must base his estimate on the experience of sub- 
division absorption in the past. Today in planning for the post-war period 
there is a wide range of opinions among all persons interested in post-war 
construction of the single-family dwelling. Some purely promotional estimates 
of the number of new dwellings which can be absorbed are fantastic. As stated 
in previous bulletins, it is a simple matter for the government, architect, 
building material dealer and contractor to plan future housing development; 
the real problem is to find families who can afford to buy and live in them. 


Assessors, particularly, assess values on the basis of potential use, 
without regard to how distant in the future the use will take place. They as- 
sess land values on large frontages of land on the basis of a few sales made 
for actual use. Vacant land is assessed at high values for supposed use which 
may never take place because of a lack of need. We have in mind a high-class 
residential street in St. Louis, running for several blocks, which was de- 
veloped 40 years ago with high-class pretentious homes. As these homes became 
obsolete and lost much of their desirability, the zoning was changed to multi- 
ple dwelling use. On not exceeding ten of the more than 200 lots, large a- 
partments were built and for the lots purchased for this use, high prices were 
paid, some of them as high as $1,000 per foot. Assessed values on all of the 
lots in these several blocks were increased several times their former levels 
on the basis that they were potential apartment sites. Owners of properties 
in these blocks raised the asking price of their land in line with the actual 
sales of a few. Little land was sold and no apartments were built due toa 
lack of need for them. Prices dropped but assessment values remained high, 
which has hastened further depreciation in these old residences. The practice 
of assessing properties for some future use is entirely unsound in principle. 
It is placing a tax on an unused reserve which may never be used. This prac- 
tice will either force the owner to develop his land for an unneeded use or 
will hasten the deterioration of its existing use; in the former case, values 
of all competing properties are lowered, and in the latter, the individual's 
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properties are placed in jeopardy. 


One of the most hazardous tasks of the appraiser 
HIGHEST AND BEST USE is to determine the value of the land from its 
"highest and best" use. When land is undeveloped 
or is under-improved, the appraiser attempts to establish a hypothetical best 
use of the land and to estimate what the value of the land would be from this 
assumed best use. When location and zoning indicate a particular development 
and when some similar sites are actually improved to this apparent best use, 
the type of use is not difficult to determine for the particular site to be 
appraised. It is also not a difficult problem to estimate the value of the 
land which will result from this assumed best use. The question now arises as 
to the time when this assumed best use can be made an actual use. If there 
are many sites similar and equal in desirability to the one appraised, the 
time until actual use will be the controlling influence in determining value. 


The number of lots in most metropolitan cities which were converted into 
potential multiple dwelling sites by changes in zoning is vast. A great ma- 
jority of such properties usually change from single-family use to rooming 
houses or conversions into multiple dwelling units. In those better districts 
where the location would apparently justify large apartment properties, the 


number of sites available is generally quite large. Such sites become merely 
a reserve for future apartment development and,like all reserves,have no value 
for apartment use until such use is actually needed. Unfortunately, in most 


metropolitan cities the reserve of apartment sites is so large and the rate of 
absorption is so slow that the time in which they can be used will be years in 
the future. Nuring this period the district in which they are located de- 
clines in desirability; obsolescence accrues and standards of living decline 


to a point where the sites are no longer desirable for their estimated former 
best use. 


The principles of time or use apply to all types of land as well as to 
our natural resources. Unless the appraiser has a reasonable idea of the a- 
mount of the reserve for particular uses and a close approximation of the rate 
of absorption of such reserve, his opinion of value can be seriously in error. 
The period of time until use in the appraisal of real properties is of equal 
importance to the period of use or useful life. The time of use is hastened 
or retarded by active and inactive periods in our economy caused by changes in 
the price to cost relationship which result from changing supply and demand. 


In the active periods it is a favorable price to cost relation or the 
profitableness of production which stimulates new construction. Private en- 
terprise cannot produce when this relation is unfavorable. A weakness of 
private enterprise is that new construction is carried by momentum to excesses 
after the need for new construction has been supplied. Excesses cause an un- 
favorable relationship which retards construction. 


In a free economy, economic laws of supply and de- 


MANAGED USE mand automatically regulate the amount and time of 
production, the use of land and of all capital in- 
vestments. It is inevitable in such an economy of free people that radical 


changes will occur, especially in periods following the upheavals of major 
wars. We have witnessed since the great depression the government supplanting 
economic laws with a controlled and managed economy through bureaus. Laws and 
directives were established to control production. Adopted as emergency meas- 
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ures, increases have been made in the prices of gold and silver to stimulate 
production, with the government the sole purchaser. Several gold mines re- 
sumed production after being shut down for many years because of unprofitable 
operations. In the agricultural field, the government controls a large re- 
serve of cotton, crops were plowed under and livestock destroyed to reduce 
supply, and bonuses were paid farmers to keep them from producing. In the 
real estate field favorable financing was provided to stimulate the construc- 
tion of small houses and large apartment projects. Public housing was provid- 
ed by subsidy for social reasons. 


Under a planned economy, construction is proposed and undertaken to stim- 
ulate employment or for social reasons or to keep the planners busy, regard- 
less of the profitableness of the undertaking. In illustration, before the 
war two large apartment projects containing 1600 apartments were built in St. 
Louis County in undeveloped sections beyond transportation facilities when 
there existed a 7% vacancy in residential units. The projects were unprofit- 
able until the war bailed them out. Economic planners can regulate the time 


of use because they are not interested in whether the use is profitable or 
not. 


Already the "economic planners" are drawing their plans for the post-war 
period. Our free economy and the freedom required for its successful opera- 
tion is to be managed and directed by politicians who not only lack the quali- 
fications for such a tremendous undertaking, but who are subject continually 
to pressure groups. The record of the management since the early thirties has 
not warranted any confidence for its success in the future. It is claimed 
that the control and management of production and supply will not deprive any- 
one of his constitutional rights and freedoms. We should not be lulled into 
indifference by such statements because it ‘must inevitably follow that the 
control and management of production and supply must be accompanied by the 
control and management of consumption and demand. We can't have the one and 
retain free enterprise, individual initiative and freedom of choice. When the 
time of production or the time of use of the land, one of the basic factors of 
value, depends upon the directives of the "economic planners," then values of 
real estate could bé arbitrarily made or destroyed by such directives. It 
will be unfortunate if this country will slip into a managed and directed e- 
conomy because municipalities, States and private enterprise lack the rugged- 
ness and independence to refuse government pap in the form of subsidies, 
grants and bonuses which will allow the Federal government to secure control 
of our business and ways of living. The real estate business through its Na- 
tional Association cannot seek unsound financing or grants for inner city de- 
velopment without passing the control and directives of its business to the 
economic planners in Washington. 


A. B. Kissack, MfA.I. 
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INCOMPATIBLE ENVIRONMENT. 


NE of the most important factors of depreciation is that intangible ad- 

verse relationship which often occurs between the property to be ap- 

praised and its environment. This factor, which does not directly con- 
cern either the property or its environment separately but applies to the re- 
lationship between the two, is often difficult to measure and justify. Mis- 
placed improvements resulting from adverse purchasing power or from noncon- 
forming uses or because of incompatible business or social conditions are of- 
ten a greater depreciating influence than deterioration and obsolescence. A 
misplaced improvement refers to a less profitable development in which the 
cost of the improvement cannot be justified from its location and environment. 
This is quite a common occurrence with industrial, commercial, mercantile, 
special-use properties and all types of investment properties. In previous 
bulletins, cases of misplaced improvements usually result from a mistaken o- 
pinion of the market by an owner, formed generally in periods of great opti- 
mism or easy financing. 


Real estate values are created solely by the business and social activi- 
ties of man and do not depend upon the cost of their development or acquisi- 
tion. When land is unwisely developed contrary to existing business or social 
activities or the developer fails to measure the trends of these activities, 
losses in value result. 


With all types of investment properties when net income is a measurement 
of their use, the resulting loss from adverse environment can be readily meas- 
ured. It is more difficult to measure this loss in non-income properties. 
Future trends which will affect future values cannot be estimated with any de- 
gree of assurance unless’ the causes of trends in the past are understood. 
With all residential properties, whether the single-family dwelling, multiple 
dwellings, rooming house, hotel, etc., their compatibility with environment 
is found to be an important factor in their desirability and values. 


It is a fundamental American right that man possess the freedom to live 
in those surroundings of his own choosing which he can afford and which pro- 
vide his greatest comfort and happiness. He finds his greatest satisfaction 
in his own choice of friends and associates and in establishing his home in a 
neighborhood which is on a_ scale in keeping with his own economic and social 
status. The compatibility of environment depends upon the attitude of the in- 
dividual, which involves his likes, feelings, convictions, etc., as well as 
his vanity, prejudices and intolerance. Desires stem from these potent quali- 
ties of human nature and are a tremendous force in determining real estate 
values. 


The Negro problem exists to greater or less degree in all metropolitan 
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cities. There is a social barrier between the black and white races. Co- 
mingling of these races on the basis of social equality has been effectively 
tabooed everywhere; intermarriage between them rarely occurs and in many 
states is illegal. Ina large part of the country, separate schools are pro- 
vided. This social wall imposed by the white race has effectively segregated 
the Negro into clearly defined areas in nearly all states. Except in a few 
states, new subdivision developments generally are restricted by deed to use 
by the Caucasian race. In St. Louis, Realtors by self-imposed regulations are 
prevented from selling properties to Negroes outside of certain specified 
areas and neighborhood associations of surrounding property owners are formed 
to prevent the spread of the Negro into their district. 


In many cities the increase of Negro population has been as rapid or 
greater than the growth of white population. The confining social wall has 
prevented spread and has caused over-crowding in the Negro sections in many 
cities. In Harlem, New York City, the growth of Negro population has been so 
great in comparison with its spread to other sections of the city that exces- 
sive over-crowding has resulted. This intense concentration of population 
with its so-called "hot beds" has increased real estate values above the level 
which would result from white occupancy; values created by over-crowding are 
uncertain and of a volatile nature which can be easily syphoned off. 


It is not the province of the appraiser to determine or even to suggest 
if, when or how the social barrier between the white and black races can be 
removed, but rather to measure and weigh its effect on real estate values; our 
experience indicates that it is the threat of encroachment of the Negro into 
white districts and the period of transition from white to Negro occupancy 
which lowers real estate values, although such values may not be permanently 
destroyed. There can be no doubt that economic equality of the Negro with the 
white race has been greatly retarded by the social barrier which prevents a 
co-mingling of the races in their work; this holds the Negro as a race ata 
much lower economic status than the white race. This fact alone lowers resi- 
dential rents and values. 


We have been asked on many occasions if this same prejudice against the 
Jewish race does not exist and has resulted in forcing them to segregate into 
groups or sections in our metropolitan cities. This is not the case and in 
our opinion an exactly opposite condition exists. The Jewish people are in- 
telligent, ambitious, aggressive, religious and industrious, and are excep- 
tionally proud of their heritage. If any social barrier exists it is self- 
imposed by ties from within and not by prejudice from without. Most of their 
social activities and nearly all marriages are intra-racial, not as the result 
of outside restrictions but because of their own choice. The common ties of 
religious faith and practices and their inherent love of race naturally tend 
to make the Jewish people almost socially self-sufficient. It is natural that 
their greatest happiness is found when living in groups. 


This same condition exists in all metropolitan cities in regard to group- 
ing of peoples with the same foreign origin. The areas or districts in which 
these groups live are clearly defined and it would almost appear that some 
restrictions compelled them to live within them. However, it is known that 
common ties of language, religion, customs, habits, etc., bind kindred groups 
together, especially with the original settlers from foreign lands. Even to- 
day after several generations sections in almost all metropolitan cities still 
retain a definite foreign complexion. South St. Louis is predominantly of 
German descent, and the German language is used in parts of it, in churches 
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and in other activities. New York City, with an exceptionally large foreign 


population, has larger settlements of peoples coming from almost every foreign 
country. 


Apparently the American pot merely simmers. These foreign groupings are 
not un-American as so many claim but in fact are in accord with American i- 


deals which allow to everyone the freedom of choice to live where his greatest 
happiness lies. 


From an appraisal standpoint, national origin in itself is not an influ- 
ence which affects real estate values. The two most important influences 
which affect values of residential properties are (1) the way of living, and 


(2) the economic status. These two influences apply to all people regardless 
of race or foreign origin. 


Living habits vary among people almost as greatly as their economic 
status and in many cases these two influences bear no relation to each other. 
We have inspected Negro tenements where not only the occupants showed extreme 
cleanliness, but their quarters were kept neat and clean and the property was 
well furnished and maintained. On the other hand, we have seen the dwellings 


of white families, much higher on the economic scale, who lived in filth and 
squalor. 


We do not believe any race or nationality has a monopoly on cleanliness; 
however, in many cities in this country, we have found that families of German 
origin are exceptionally cleanly, good housekeepers, and that they keep both 
the exterior and interior of their properties well maintained. Values are 
conserved and economic lives lengthened accordingly. Values of residential 
properties in South St. Louis, whose population is predominantly of German 
origin, are generally higher than those of like properties in other parts of 
the city. Yorkville, in Manhattan, indicates this same condition. 


Besides cleanliness, the personal characteristics, behavior and ways of 
living among persons vary greatly. The coarse and uncultured who lack refine- 
ment in speech and behavior, or who are loud, noisy or uncouth, or whose chil- 
dren are undisciplined, a nuisance, destructive, etc., make undesirable ten- 


ants and neighbors. This is one of the continuing problems of the property 
manager. 


The decline in high-class residential districts, especially in those more 
exclusive developments of quality construction, generally starts upon the in- 
filtration of families whose income status has advanced faster than their ways 
of living. The advent of incompatible elements into such neighborhoods often 
is the cause of a subsequent change to a lower standard of living and a re- 
sulting permanent loss in value. As stated in previous Appraisal Bulletins, 
it is evident that property values depend not upon cost but upon the ability 
of tenants to pay rent in income properties or of owners to pay the monthly 
cost of ownership in single-family dwellings. The decline of neighborhoods is 
not due to obsolescence alone but results from families with a successively 
lower income status and lowered ability to pay rent. Today luxury apartments 
have suffered a larger decline in value than all other types because govern- 
ment income taxing policies have greatly reduced the ability to pay rent of 
families in the higher income brackets. It is to be hoped that the present 
taxing policy is a temporary war measure and not the foolish social theory 
that the poor can be raised by tearing down the rich. 
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The range in the social and income scale in America is very great and is 
quite marked in all urban centers. This naturally results from the wide range 
in the capacities, abilities and characteristics of man. Fortunately in Amer- 
ica there are no hereditary classes, except perhaps the Negro, but through in- 
dividual choice, initiative and hard work, man can rise in the social and eco- 


nomic scale from a very humble beginning to that level which his capacity, a- 
bility and character warrant. 


These various strata of urban life form the environment of all residen- 
tial development. It is a basic concept of value that the use of any property 
to its full capacity must be in harmony with the environment. When the en- 
vironment is incompatible, the property suffers a loss in value accordingly. 


Many claim that the principle of adverse environment does not apply to 
residential properties in Manhattan. The mixture of different types of resi- 
dential properties and the inharmonious neighborhoods of families differing in 
race, nationality and economic status would seem to indicate that this princi- 
ple does not apply to the same extent as elsewhere in the country. The luxury 
apartment in a neighborhood of boarding houses and tenements does not actually 
mean a co-mingling of the widely differing classes of tenants. Apartment 
properties without common meeting space are less conducive to neighborliness 
than a commercial hotel, and provide the desired exclusion and segregation 
from their neighbors. The skyscraper luxury apartment is isolated from any 
contact with its surroundings and the use of private schools by families in 
the upper income brackets further protects its tenants from adverse environ- 
ment and impossible school conditions. 


It is human nature for people to strive for those things, conditions and 
surroundings which are satisfying, pleasing and agreeable and to find undesir- 
able every influence which is obnoxious, annoying, irritating or in discord 
with their beliefs and their desired way of living. So far in America man 
retains the right to make his own choice in his pursuit of happiness. Those 
persons who by preference desire to break through all social barriers, have 
the right to do so and to live under any conditions and environment they them- 
selves choose. In our opinion, social equality between the white and black 
races is quite undesirable and would not be beneficial to either race. Great- 
er economic opportunity to the Negro will tend to equalize his economic status 
with the white race. This is the only means by which the purchasing power of 
the Negro can be increased, resulting in increased real estate rents and val- 
ues. 


“4.73 


A. B. Kissack, MfA.I. 
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SUBSIDIZED REAL ESTATE 


During the past twelve years the use of public 


PRIVATE ENTERPRISE funds to benefit special groups of our citizens 

has expanded to an alarming extent. We have ap- 

parently abandoned the policy of confining public funds solely to public 
purposes or to those purposes deemed productive of public benefit. The power 


of public money is tremendous and its use for any purpose in competition with 
private enterprise can destroy our economy based upon free competition, pri- 
vate capital and private profit. 


Today as we plan for the conversion period from a war to a peace economy, 
private enterprise is constantly threatened by government spokesmen that em- 
ployment, production, wages and national income must be kept at the high war- 


time levels or else the government will be compelled to assume control of our 
economy. 


The unprecedented war production which has’ surprised us almost as 
much as our enemies, indicates that America's productive capacity in plant 
management and labor is ample to meet any production undertaking which will a- 
rise in the post-war period. In view of this peak production, many assume it 
can continue in the peace following the war, without taking into consideration 
the problems of distribution and consumption. War production involves only 
production problems because the government consumes’ the entire output without 
regard to costs’or markets. On the other hand, private enterprise in times of 
peace is limited in production or any other undertaking only insofar as there 
are sufficient markets to consume the products which have been profitably pro- 
duced. The profit incentive is vital in production by private enterprise. 
Full employment by private enterprise is only possible when every employable 
person can be used profitably in production. High minimum wages result in un- 
employment for the inefficient workman. 


The part to be played by construction in providing 

RESIDENTIAL CONSTRUCTION employment in the post-war period is often over- 

estimated. In normal periods about 40% of total 

construction is for public purposes; about half of the remaining construction 

for private purposes is residential. It is estimated that an average dwelling 

unit will provide employment for 23 persons for a year. This includes both 

the direct employment in the field and the employment on materials, transpor- 

tation, etc. The construction of a million dwelling units per year would pro- 

vide total employment for about 23 million workmen. If mass production were 
employed the man-hours would be reduced and employment lowered accordingly. 


In the single-family dwelling field many forms of subsidy are instituted 
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to promote home ownership. Some States provide exemption of property taxes up 
to a specified amount which applies to all owner-occupied single dwellings. 
Apparently in such States the privacy, freedom, responsibility and security 
which home ownership provides is not a sufficient incentive. The belief that 
home ownership creates better citizenship is not sound when subsidy permits 
the home owner to legally evade taxation and pass to others the burden of the 
cost of State and municipal governments. 


Another form of subsidy to the home owner is the 
SUBS IDY allowance of the deductions of property taxes and 
mortgage interest costs in figuring income for in- 
come tax purposes, In our opinion the National Association of Real Estate 
Boards in seeking a deduction for depreciation is quite ill-advised in its 
claim that the home owner should be placed on the same basis as the owner who 
rents his home to another. The home owner does not include the rental value 
of his home as part of his gross income, which is the policy in England, and, 
therefore, the deduction for depreciation as with taxes and interest is merely 
an additional subsidy to the home owner. The renter is compelled to pay tax- 
es, interest, depreciation and maintenance and repair in his rent without any 
deductible allowances for income tax purposes. It is difficult to see how 
these authorized "tax evasion" processes are deemed a public benefit because 
they merely pass on a disproportionate share of the tax load to others, 


The land developer has not been favored with tax exemption but is often 
penalized by taxes for potential use instead of actual use. The land develop- 
er is classed as an economic royalist by the government and is not favored 
like the farmer, who is paid with public funds for the crops he does not pro- 
duce. 


In the case of churches and private schools, universities, etc., tax ex- 
emption serves a public benefit and is justified. Such exemption skould be 
confined to the properties actually in use for these purposes and should not 
include other properties not so used but owned by these institutions. In a 
few cases special legislation has provided tax exemption for all properties 
owned regardless of their use. Such properties can be put in unfair competi- 
tion with comparable properties privately owned; such subsidies are definitely 
not a public benefit. We have had occasion to appraise several of these tax- 
exempt properties owned by a local university. In the appraisal of such prop- 
erties, taxes must be estimated and included as part of expenses in appraising 
by the income approach, but no other appraisal problems are involved. 


The serious threat to the real estate business as 

PUBLIC FINANCING a private enterprise, especially in the residen- 

tial field,is through government-insured or direct 
high risk loans or by grants and doles of public funds. Prior to the war, the 
HOLC, FHA, public housing and limited dividend projects were adopted either 
for relief, to stimulate new construction or to correct social inequalities. 
HOLC filled a real need in the relief of the distressed home owner in the 
early thirties. Although this was an emergency agency and its mission has 
long been completed, this Bureau still carries on and will continue to do so 
until Congress discontinues it. FHA insured loans accomplished their purpose 
in stimulating new construction although they tended to decentralize the inner 
city of most metropolitan cities and competed unfairly with older residences 
which could not be financed on an equivalent basis,a fact which hastened their 
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blight. Many large apartment projects built under FHA financing Title II were 
liabilities from their conception. St. Louis has two white elephants so fi- 
nanced. We recently examined an appraisal of Manhassett Village in St. Louis 
County made by a competent appraiser, who estimated its value at about 
$970,000. The government loan outstanding at that time was about $1,700,000. 


Government financing carries with it government control of planning, con- 
struction, tenancy and rental policy. Limited dividend projects are semi- 
social in character. Financed with low interest public funds and with limited 
dividends to the equity owners, these projects are planned and limited for oc- 
cupancy to tenants of specified income. Families with incomes above this 
limit are barred from such projects. They are purely class projects and as 
far as we can determine produce no public benefit. 


Public housing is not for public use, as its name 
PUBLIC HOUSING would imply, but is a socialistic venture based 
upon the theory that the government must provide 
new and modern housing for those families who cannot afford to live in them. 
The ideal of “freedom from want" is applied to housing as the first step in a 
series to underwrite every phase of sub-standard living conditions of those 
families in the lower income brackets. The use of government financing, tax 
exemptions and rent doles to house the lower income families can only be jus- 
tified on the grounds that such housing is productive of public benefit. In 
justification public housers reason that because in slum areas a dispropor- 
tionate share of sickness, disease, delinquency, crime, etc., exists, the un- 
derlying cause is the obsolete and sub-standard housing found in such areas. 
They quote statistics from health and police departments in proof that all of 
the deficiencies of man stem from obsolete housing. 


It is seldom stressed that in these same areas are found a disproportion- 
ate share of taverns doing a good business, These slum areas contain almost 
all of the population which is shiftless, uncouth and irresponsible, which 
lives in squalor and filth and which generally lacks the capacity, ability, 
willingness or opportunity to earn sufficient to warrant better living condi- 
tions. Obsolete housing is only a small part of slum living in all its phas- 


es. We are convinced that slums refer more to people than to the housing they 
live in. 


That all sub-standard living conditions of the inefficient would be cured 
by new housing is as impossible as the development of a race horse by building 
a new barn. Quite recently we have heard that new and modern housing was not 
merely the gesture of a generous and benevolent administration but can be de- 
manded by the individual from the government as one of his basic rights. 


It is reported that the deficiency rent paid by the government in all 
public housing projects throughout the country averages $11.00 per month per 
family in addition to low interest, public financing and tax exemption. This 
record is made by the policy of the government in selecting the tenants on 
their past records of diligence and willingness to keep employed. The rent 
dole would be much higher if those in greatest need were housed. 


The limited use of public financing, tax exemptions, rent doles, etc., in 
order to reduce rents in both limited dividend and public housing has had lit- 
tle effect to date on privately owned properties, privately financed. The 
percentage of such housing to the total existing housing is very small at this 
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time. Today when post-war plans are being considered in the housing field, 
public housers are advocating slum clearance, city planners are making plans 
for inner city redevelopment to remove blight and recentralize population 
within the inner city. At the same time land developers are proceeding with 
plans to expand residential development in the outlying districts, with some 
interests advocating mass production of prefabricated houses. All of these 
plans contemplate new dwelling units, many of them to replace existing dwell- 
ings which now suffer from depreciation. In our opinion most of these new 
dwellings will require some form of subsidy so that rents or the cost of own- 
ership will be within the ability to pay of the families who will occupy them. 
There is only a relatively small percentage of families who can afford to 
live in new dwellings without subsidy. In the City of St. Louis 100,000 of the 
172,000 families paying rent paid $24.00 or less per month in 1940. 


Every subsidized dwelling is in unfair competition either directly or in- 
directly with privately owned and privately financed residential properties. 
The greater the percentage of subsidized housing built in the post-war period, 


the smaller will be the amount built by private interests and the more exist- 
ing field 


ing privately owned properties will suffer depreciation by comparison with new 
properties publicly financed. The encroachment of the government in the hous- 
ing field would stifle the residential real estate business as a free enter- 
prise. The revolutionary short cut which Russia took to eliminate private 
ownership and private profit of real estate would prove less painful than the 


slow strangulation caused by the competition of subsidized residential proper— 
ties. 


Too much stress cannot be placed on the dangers of public financing to 
the mortgagee, broker and property manager as well as to the owners of all 
residential real estate. From an appraisal standpoint, the value of public 
housing and limited dividend projects is greatly destroyed from the date of 
their construction. In determining their value it would be necessary to es- 
timate the net income which would result in the open market in competition 
with other residential properties without subsidy or tax exemptions and to 
capitalize such estimated net income at established capitalization rates for 
their probable remaining useful lives. 


It is evident that public housing projects are economic liabilities and 
can be classed with other eleemosynary institutions. Limited dividend pro- 
jects have curtailed values to the extent that their rents and resulting net 
incomes are below the market level. 
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INACCESSIBILITY OF BUSINESS 


ITIES, districts within cities and individual properties within districts 
{ are affected more by the influence of "accessibility" than by almost any 

other influence which creates utility. While physical characteristics 
and climatic conditions are sometimes controlling factors, the accessibility 
to markets must be considered the fundamental influence which creates the use- 
fulness of the land and, therefore, its value. All of the larger urban cen- 
ters of the world are located on sea, lake or river because waterways provided 
the sole means of accessibility before the advent of train, bus and plane. It 
is said that Indianapolis, Indiana, is the largest city in the world not lo- 
cated on a navigable waterway whose development came after transportation by 
water had lost its importance. 


Q € Early urban development in America was along coasts and rivers because 

of accessibility to water transportation. New York City early became the 
foremost manufacturing city in America outdistancing all competitors because 
of its favorable accessibility. Its unusual natural harbor gave it access to 
the markets of Europe; its strategic location gave easy access to the raw 
materials and markets of the Middlewest and its access to cheap labor which 
came in a continuous flow from Europe through its excellent port facilities 
all contributed to the most rapid city growth ever experienced in the history 
of the world. Modern transportation has largely neutralized the exclusive ad- 
vantages of accessibility New York City formerly enjoyed and gradually the 
cheap labor market changed to a high priced one with the stoppage of immigra- 
tion and the unionization of labor. Now many lines of industry there have an 
adverse cost differential in comparison with competing cities. With the pass- 
ing of many former advantages which stimulated city growth, disadvantages if 
continued will tend to decentralize population. 


The great development in rapid transportation during the past thirty 
years has been a tremendous force in causing changes and shifts of population 
within all metropolitan cities. Peripheral growth and decentralization of 
population from the older inner city is perhaps the No. 1 problem facing all 
city governments today. High priced land for residential use is a thing of 
the past with the vast areas of cheap undeveloped land in the environs now 
made accessible by rapid transportation. Many industries find it more profit- 
able to build modern plants in the outlying sections instead of in the high 
az = priced congested sections of the inner city. 


As population spreads out in ever widening bands to outlying areas, one 
of the serious problems confronting all cities involves the continued acces- 
sibility and stability of their central or downtown business districts. In 
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most cities their present downtown business districts started in steamboat 
days and developed during the congestion and concentration of population 
caused by inadequate land transportation before the expanding of electric 
lines and motor-driven vehicles. In most American cities the land was in- 
tensely developed with multi-storied buildings which concentrated the use of 
the land and created fabulous land values. During the boom of the twenties, 
skyscrapers went higher and higher, making canyons of the comparatively narrow 
strests in many of the larger cities. 


This concentration of business use in relatively small districts is a 
distinctive American characteristic. The daytime housing of the vast army of 
workers engaged in business, professions, banking, sales, etc., in the down- 
town district is found to be a simpler task than transporting these workers 
quickly to the downtown district from their homes and back. In addition to 
the workers, there is another vast army of people who daily visit the downtown 
district to transact business or to shop. The freedom of flow of traffic to 
the downtown district and the conveniences provided for shopping determine 
the accessibility of the downtown district. 


Manhattan has remained the downtown business district of Greater New York 
including the Bronx, Queens and Brooklyn, because of the excellent off-street 
rapid transportation facilities of subways and tunnels. While this rapid 
transportation has decentralized residential use to the other boroughs and 
syphoned off high residential land values in Manhattan, it is the sole reason 
for maintaining a static downtown business district in Manhattan for Greater 
New York. 


The accessibility of the downtown district of those cities with surface 
travel depends upon rapid transportation of both mass transportation and pri- 
vately owned automobiles to that area. This involves elimination of all bar- 
riers which delay or hinder the flow of traffic on all arterial traffic ways 
leading to the downtown district, such as grade crossings, bridge tolls, nar- 
row streets, parked cars, parking facilities, etc. Within the central busi- 
ness district the flow of traffic must be directed and speeded up. Parking 
cars on narrow streets, causing congestion, is a direct cause of inaccessibil- 
ity. One-way traffic streets often reduce congestion and increase accessi- 
bility. 


Since most downtown districts antedated the automobile, their layout did 
not take into account the convenience of shoppers who drive to these districts 
to shop. As a result, parking space at a reasonable cost is not available at 
a convenient distance from the shopping district in most metropolitan cities. 
Four blocks is too far for the woman shopper to walk with convenience. From 
our inquiries it is found that one block is almost the limit of convenience. 
Owners and merchants are often shortsighted in insisting on curb parking and 
in failing to contribute toward close-by off-street parking facilities. The 
inconvenience of shopping conditions is one of the main causes of inaccessi- 
bility and the resulting decentralization of the downtown districts and the 
creation of outlying buying centers. 


The automobile is a vital factor in retail distribution. Many retail es- 
tablishments have already recognized the importance of the trend toward the 
drive-in shopper and have located in sections of the city where parking is 
possible. Sears-Roebuck has been so successful in comparatively off-locations 
because these locations are more accessible to the automobile shopper than 


106 








locations in the downtown district. In most cities, this progressive company 
has sought locations on arterial traffic ways and mass transportation which 
have good accessibility to a large population and where a large area available 
for parking cars is obtainable at a reasonable cost. Pedestrian traffic at 
the location - the orthodox measure of the desirability of retail locations - 
is practically non-existent. This company makes its merchandise accessible to 
both the shopper by mass transportation and the drive-in shopper, who often 
comes a great distance to shop. To further increase the accessibility to shop- 
pers, it has long been the policy to remain open on certain nights of the 
week. The successful operations of this company are common knowledge; it has 
recognized modern trends and made its retail outlets accessible to the shop- 
ping public. In a number of cities this company ranked near the top in volume 
of retail sales at so-called off-locations without pedestrian traffic many 
blocks from the heart of the downtown shopping district. 


Drive-in markets of every type are not a current fad but will continue so 
long as the automobile remains the popular means of individual transportation. 
That the increase in car ownership proceeds at a much faster rate than the in- 
crease in population is well known. In our opinion the trend away from con- 
gested districts without parking facilities should continue at a greater pace 
in the post-war period as we believe improvements in design and production 
processes will enable greater car ownership and also greater speed in both in- 
dividual and mass transportation. We think the saturation point of car owner- 
ship has not been reached. To deny the decentralizing effect of modern rapid 
transportation facilities on urban development is to refuse to recognize that 
increased speed of transportation has in fact decreased distances. 


There is much discussion today of the part the airplane will play as a 
popular means of transportation in the post-war period. There are many air- 
minded people, especially in the production field, who think the airplane will 
become quite popular and will replace some of our present private transporta- 
tion facilities. We believe that large-scale use of private planes within 


cities is not practical; however, we feel certain that if this use develops, 
it will increase decentralization and spread urban uses to undeveloped land 


now considered inaccessible. 


Except in the small town where the population either walks or drives to 
the business district, the vast majority of population uses mass transporta- 
tion to and from the central business districts of all metropolitan cities. 
The larger the city, the greater percentage using mass transportation is 
necessary because of the limitations of streets and parking facilities for 
private transportation. In New York City with its vast movements of popula- 
tion, the percentage of population using mass transportation approaches 100%. 
Without its subways and tunnels which provide off-street flow of mass trans- 
portation, Manhattan could not long retain its large daytime population or 
remain the central business district of New York City. 


The element of time is one of the important elements of accessibility. 
For practically all people, a distance 45 minutes by mass transportation from 
their homes to places of employment or shopping districts is considered maxi- 
mum in most metropolitan cities. A vast majority prefer 30 minutes distance 
or less. Beyond the 45-minute limit, development of outlying sections can be 
classed as a hazardous undertaking for the modest-priced home. 


The second element of accessibility is the price of transportation. In 
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most metropolitan cities the nickel fare originally charged by the horse- 
drawn street car is a thing of the past; 7% cents with transfer privileges to 
other lines is perhaps the average, although on some bus lines in St. Louis 
a 10-cent fare is charged without transfer privileges. In our opinion a 734- 
cent fare is not excessive nor too high to materially affect the accessibility 
mass transportation affords to both the outlying sections and the central bus- 
iness district. The most costly mass transportation system in the world to 
construct is in New York City. It still retains the 5-cent fare but operates 
with a substantial deficit and therefore an increased tax load. Politics 
have prevented, so far, a common-sense approach of increasing fares in line 
with the price of transportation in other metropolitan cities. 


To the automobile shopper the inconvenience of walking a few blocks or 
an excessive parking charge can make business properties inaccessible. The 
values of urban real estate have been keyed with different forms of transpor- 
tation facilities. New values have been created and the old established val- 
ues destroyed with each phase. This has been true with the steamboat, rail- 
road, horse-drawn vehicles and electric lines, and with motorized vehicles 
such as the truck, bus, automobile and airplane. Increased use and speed of 
motorized transportation in the future will hasten this so-called process of 


decentralization. 
A. B. Kissack, MAA.I. 
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LAND VALUES BY COMPARISON 


T has been stressed that the value of land, like the values of other com- 
J seattses, can be measured by comparison with actual sales of comparable land 

or comparable commodities. Our highest court has ruled that the market 
price established for a certain stock in the stock exchange established the 
market value of every other like share of stock which was outstanding, but not 
on the market at that time. This is perhaps the only sound conclusion, but it 
is evident that if the holder of a large block of the same stock had dumped it 


on the market on that date, the market would have been much lower’ than the 
price established. 


In litigation involving condemnation by eminent domain, the process of 
valuation of the land in question depends primarily on the comparison of sale 
prices of like land. It is considered axiomatic that comparison with the 
sales prices of identical properties is the sole procedure in arriving at the 
market value of the property condemned. It is also a just procedure in theory 
in that the owner receives in money the equivalent of his property which per- 
mits him to purchase another property identical with the property taken. In 
reality, the time of payment may be several years after the time of taking, 
and may result in a serious hardship to the owner. 


Land does not lend itself readily in making comparisons between different 
properties. No two parcels of land are exactly alike, although in some cases 
the difference between two parcels may be very slight. Evidently, if one par- 
cel of land is to be compared with other parcels, it must be identical in 
every way or at least in every material feature which may affect the utili- 
ty. If we examine the many factors affecting the value of land, it is evident 
that great care must be used by the appraiser in weighing the importance of 
each point of difference. Some of the more important influences which create 
use, and therefore value, are listed below. 


I PHYSICAL CHARACTERISTICS 


Size, shape frontages 
Topography 
Geological formations - sub-soil conditions 
Soil chemistry, fertility, vegetation 
Drainage 
Mineral deposits 
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II LOCATION AND ENVIRONMENT 


Accessibility 
Municipal utilities 
Transportation facilities 
Trackage, waterways, deep water, other shipping facilities 
Social activities 
Purchasing power and markets 


Compatibility of environment 
Properties 
Uses 
Standards of living 
Racial types 


III LEGAL RESTRICTIONS OF USE 


Leases 
Zoning 
Deed restrictions or Land covenants 


IV ECONOMIC INFLUENCES 


Highest and best use 
Time of use 


No doubt there are other influences which affect the use of land, al- 
though the foregoing list covers the more important ones. The problem con- 
fronting the appraiser is to weigh each influence affecting utility and to 
make adjustments when differences occur. It has been our experience that the 


valuation of land by comparison involves some of the most difficult problems 
involved in appraisal practice. 


The wide variation in the physical characteristics of land sometimes 
causes wide differences in their utility and value. The adjustments to be made 
in making comparisons of tracts which are different in size, shape and front- 


ages are often quite involved. Depth tables are more helpful to the assessor 
than to the appraiser, although every sound method should be used which is 
helpful in reaching a conclusion, In certain cases where a tract of land has 


its own individual utility on account of size, shape or frontage, its value 


cannot be determined by comparison because there are no similar tracts with 
which to make comparisons. 


When such influences as geological formations and soils, fertility, 
drainage, mineral deposits, etc., control the utility of land, comparisons are 
not possible unless surveys, tests or borings have been previously made. The 
appraisal of agricultural land has become a scientific process because its 
value depends upon the chemical composition of the soil, topography, drainage, 
competent management, etc., which create its utility. When the value of land 
depends upon mineral deposits, appraisal by comparison is, of course, impos- 
sible. The determination of the type, depth and extent of the deposits, the 
cost of extraction and available markets are fundamentally engineering prob- 
lems. In fact, in the appraisal of industrial plants, the experience of the 
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industrial engineer is becoming more and more essential. The modern plant is 


designed to make possible the efficiency of modern production processes and it 


requires a knowledge of modern production methods in order to determine the 
obsolescence of old existing plants. 


To attempt to appraise any property without sufficient knowledge of all 
factors which may affect its value is reprehensible. Insecure sub-soil or 
such sub-soil which may develop a serious fault which may prove costly to cor- 
rect, provides pitfalls for the appraiser. Unless sub-soil conditions are 
known in advance, any appraisal may be of little value. In a Midwestern city, 
a large mercantile building was constructed which required extensive pneumatic 
piers below the basement level to obtain a secure foundation which cost about 
$600, 000. The value of the site at a million dollars appraised by the local 
board by comparison was unjustified had the weak sub-soils afterwards dis- 
covered been known at the time of the appraisal. Many waterway sites cannot 


be intelligently appraised unless’ sub-soil conditions have been determined by 
borings. 


Pockets of fireclay which powders when it dries, have caused many houses 
to develop serious settling cracks ina large section of St. Louis County. 
The distribution of this faulty sub-soil is very irregular and spotty, with 
adjoining lots affected differently. Recently a property cracked up, which 
had stood for 15 years without settlement; it required almost $3,500 to con- 
struct piers and restore the property to usable condition. Appraising prop- 
erties under such conditions is hazardous; in many cases it costs much more to 


repair the property after settlement than the value of the land originally de- 
termined by comparison. 


The right of use of land can be restricted by zoning and by deed restric- 
tions or land covenants. Zoning restrictions on occasion may give to some 
parcels of land a special privilege of use that creates almost a monopoly val- 
ue. Rights which stem from zoning become a part of the property to which they 
apply. It is evident that properties with such rights of use are unlike prop- 
erties without such rights, although they may adjoin each other and be identi- 
cal in every other respect. It is, of course, improper to appraise the value 
of land by comparison with tracts having different zoning rights of use. 


It is well known to appraisers that in appraising land by comparison, the 
tracts used for making comparisons must be identical with the land appraised 
in all particulars, including physical characteristics, accessibility, compat- 
ibility of environment and in restrictions of use, and also that when any dif- 
ferences occur, adjustments in the value appraised must be made to compensate 
for such differences. It is customary in finding the value of the land for 
properties developed to their highest and best use to make comparisons with 
vacant land similar in every respect. In fact, this is the procedure followed 
in most condemnation cases,and is considered one of the fundamental theories 
of value by the appraisal profession. 


While the comparison approach is sound in theory and axiomatic in ap- 
praisal practice, provided identical properties are compared,we have consider- 
able doubt in our minds that any tract of land which is developed to its high- 
est and best use is identical to vacant or undeveloped tracts for purposes of 
comparison, although the vacant site may be equal in all other features af- 
fecting its utility. The developed site possesses that value created by its 
highest and best use, while the vacant site possesses only a potential highest 





and best use which may or may not materialize in the future. These two sites 
are not identical in use or in value. The first is an actuality, while the 
latter is merely a probability or perhaps only a possibility which may or may 
not occur. The sale prices of such vacant sites are not a true measure of the 
value of the land when improved to its highest and best use. 


Vacant land is land not in use,either because it has never been developed 
for any use or from which the improvements of some former use have been re- 
moved. It represents part of the reserve of vacant land available for use; it 
may be vacant because of the lack of the need for its most logical use or be- 
cause Of the owner's inflated idea of its worth. The reason for its nonuse is 


important to the appraiser if he intends to use such land for appraising by 
comparison. 


There can be no question that appraising by comparison is the oldest pro- 
cess for determining values of properties and things. It is based upon prices 
in free markets which are the sole positive measures of value in our present 
though threatened, economy. Things and properties for comparison must be 
identical in every respect before appraising by comparison can be undertaken. 
The many influences which affect the utility of land and result in such great 
variations among different parcels have only been discussed very briefly, al- 
though each influence is of vital importance in making comparisons. 


The economic factors of "highest and best use" and "time of use" are too 
often neglected by appraisers because of their intangibility. However, before 
two properties can be compared, they must possess both the same potential 
highest and best use and the timing of this highest and best use must be iden- 
tical for both of them. There are many tracts of land which have been unde- 
veloped for many years, which are vacant today and which will probably remain 
vacant for many years in the future. Their highest and best use appears to be 
vacant land because they are not needed for development and probably will not 
be needed for many years in the future. 
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A. B. Kissack, MfA.I. 





